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BACKGROUND 

(1) Field of the Invention 

The invention relates to financial products. More specifically, the invention 
relates to financial products derived from the input of a virtual community. 

(2) Background 

Mutual funds of various types are ubiquitous within the investment community. 
Typical mutual fund companies employ a fund manager to establish and manage the 
portfolio securities that constitute the fund. Investment decisions for the fund are made 
by that fund manager, while investors at large are relegated to a passive or a non- 
participatory function. Moreover, such funds typically release information on fund 
holdings and transactions on a quarterly basis with only limited detail regarding the 
transactions conducted during that quarter. Moreover, by the time these quarterly 
reports actually reach investors in the fund, information contained in the report is 
largely obsolete. 

While the long bull market of recent years has lead to a proliferation of mutual 
funds, it has also lead to a proliferation of on-line investors that are technologically 
savvy and able to avail themselves of vast research resources that the Internet provides. 
This proliferation has been reflected in increasing ranks of day traders and overall 
security volume attributable to non-institutional investors. 
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BRIEF DESCRIPTION OF THE DRAWINGS 

The invention is illustrated by way of example and not by way of limitation in 
the figures of the accompanying drawings in which like references indicate similar 
elements. It should be noted that references to "an" or "one" embodiment in this 
disclosure are not necessarily to the same embodiment, and such references mean at 
least one. 

Figure 1 is a block diagram of a system of one embodiment of invention 

Figure 2 is a flow diagram of operation in the investment analyzer in one 
embodiment of the invention. 

Figure 3 is a flow diagram of operation of the server node responsive to a request 
for a holdings listing 

Figure 4 is a schematic diagram of a transaction listing that might be served by 
the server node of one embodiment of the invention. 

Figure 5 is a schematic diagram of a holdings listing in one embodiment of the 
invention. 

Figure 6 is an example template used to join the community in one embodiment 
of the invention. 

Figure 7 is a an example page reflecting a personal profile established. 
Figure 8 shows a template through which an analyst may submit a preference in 
one embodiment of the invention. 
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DETAILED DESCRIPTION 



Figure 1 is a block diagram of a system of one embodiment of invention. A 
server node 100 is coupled to a wide area network (WAN) 102 such as the Internet. Also 
coupled to WAN 102 are plurality of client nodes 104. Client node 104 may be a 
personal computer (PC), a web enabled phone, a set top box, or any other conventional 
manner in which a user may connect to a WAN. Server node 100 is also coupled to a 
database 106 and an investment analyzer 110. The server node 100 includes a web 
server to serve web pages, and receive completed templates from client nodes 104. The 
server node 100 tracks preferences submitted by a virtual community made of a 
population of users which connect from client nodes 104 through WAN 102 to the 
server node 100. The virtual community is based around securities investment, and one 
embodiment equities investment. 

Each member of the population that makes up the virtual community initially 
creates a personal profile. When a new user first accesses server node 100, the server 
node 100 serves a web page, typically a hypertext mark up language (HTML) page, 
including a link to join the community. By accessing the link, the user causes a request 
to be sent from client node 104 across the WAN 102 or server node 100 to return a 
registration template that the user may fill out to become a member of the community. 
A typical registration template will include explanatory text, and a plurality of user 
modifiable fields to permit the users to enter information required to establish the user 
profile. Upon submission of the completed template, a data extractor 114 within the 
server node 100 extracts the data required to complete the user profile. In the event that 
one or more required fields are inadequately completed, the server node 100 may return 
the template with instructional messages regarding the inadequacy of the information 
provided. If the template has been appropriately completed, the user becomes a 
community member with a profile established and stored in the database 106. Database 
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106 may be a relational database such as an Oracle-style database or may include one or 
more of such databases with or without links between them. 

Once the user profile is established, the user may be offered the opportunity to 
submit user preferences. As used in this context, the user preferences refer to the user's 
security picks from the universe of possible securities available in the market. In some 
embodiments, certain restrictions may be placed on user preferences, such as limiting 
the preferences to a particular exchange or class of securities. Upon receipt of a 
preference, from a user, the data extractor 114 extracts the preference information and 
formats it as an e-mail. An e-mail server 116 within the server node 100 provides those 
preferences to the investment analyzer 110 which aggregates that preference with all the 
previously received preferences. The investment analyzer 110 may include a parser 118 
to parse the incoming e-mail to retrieve specific information such as the submitting 
analyst and security can be identified. The investment analyzer may also include a 
plurality of automatic screens to screen the preferences for various objectively 
determinable characteristics. Then, the aggregated list of preferences may be used as a 
basis for the formation of the financial product such as a mutual fund or a newsletter. 

In the case of a newsletter, the preferences may be aggregated and statistically 
manipulated based on such factors as ranking within the population of the analysts. 
Submitting users are referred to interchangeably herein as "analysts." In one 
embodiment, the statistical aggregation is combined with analyst reports from high- 
ranking analysts, which may include specific recommendations. It is envisioned that 
the newsletter may be distributed either as hard copy or electronically. 

In the case of a mutual fund, the constituent positions of the fund are selected by 
a series of screenings of the aggregation of preferences. In this manner, a fund is 
established based on the intelligence of the community. The effectiveness of selecting 
mutual fund positions from the preferences of the community depends, in large part, on 
having a good pool of preferences submitted. To encourage community members to 
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submit their best preferences, a reward structure may be established to incent those 
members submitting the best performing preferences over a predetermined period of 
time. The predetermined period may call for rewards daily, weekly or some other 
established time frame. In one embodiment, the reward structure further includes an 
incentive for referring those individuals who subsequently are identified as having 
selected the best performing picks. To that end, the investment analyzer may include a 
rank unit 122 that ranks preferences submitted by each analyst to establish which 
analysts should receive the reward for each reward period. In one embodiment, the 
ranking is based on a comparison between the real world performance of all the 
analysts' preferences compared with the performance of the other analysts preferences 
during a particular time window. 

As previously noted, traditional mutual funds provide only limited information 
about fund holdings and fund transactions which by the time disseminated, is largely 
obsolete. By virtue of its origin in the virtual community, dissemination of fund 
information electronically for a fund such as described above, is both practical and 
efficient. This permits rapid, on-demand dissemination of current fund information. 
To that end, retained in database 106 and served by server 100 upon request to the 
respective users at the different client nodes 104 are current listings of fund holdings 
and listings of fund transactions. Funds providing access to such information are 
referred to herein as "naked" funds. Naked funds need not be community originated 
funds. Rather, funds managed in the traditional manner may be naked if current 
transactions and holdings information is posted and regularly updated to be available 
over the WAN. Typically, in one embodiment of the invention, the transaction and 
holdings listings are updated at the end of each business day. In another embodiment, 
the listings are updated in substantial real time, or several times per day. In any event, 
the timeliness of the listings should be substantially higher than that available in a 
typical mutual fund reporting in traditional quarterly reports. 
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Figure 2 is a flow diagram of operation in the investment analyzer in one 
embodiment of the invention. A preference is received at functional block 200. At 
functional block 202, the preference is associated with the submitting user (analyst). 
This association may include associating the analyst current ranking within the 
community. Ranking of analysts is discussed in more detail below. 

A determination is made at decision block 204 if the preference meets objective 
criteria for inclusion. Such objective criteria may include, by way of example and not 
limitation, market capitalization, security class, current price, average daily trading 
volume, and any other easily ascertainable objective criterion. For example, if the 
mutual fund to be derived is to be a technology fund, a Hilton Hotels preference would 
be found at decision block 204, not to meet the objective criteria. If a preference does 
not meet the objective criteria at decision block 204, it is not added to the subset of 
investment options at functional block 206. If the preference meets the objection criteria 
at decision block 204 is added to the subset investment options at a functional block 208. 

A decision is made at decision block 210 if the preference should be weighted. If 
the preference should be weighted, the preference value is adjusted to normalize, e.g., 
dollar and analysts ranking at functional block 212. In one embodiment, the weighting 
takes the form of compiling a list of unique ticker symbols submitted as preferences. 
Each unique ticker symbol is then equal dollar weighted. The resulting number of 
shares is multiplied by the frequency the preference was submitted by members of the 
community. The resulting value is termed a population weighted scale (PWS). The 
above described PWS provides an indication of the overall all community opinion. 
Some embodiments of the invention may factor in analyst ranking in generating the 
PWS. Other embodiments do not, but may subsequently screen out preferences of 
poorly performing analysts in determining what positions to establish. 

At decision block 214, a determination is made if there is new money to invest. 
In this context, "new money" may be either from inflows of cash into the fund or prior 
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sale of some fund holding. If there is new money to invest, the subset is screened based 
on objectives of the mutual fund. By way of example, a value fund may screen out high 
P/E stocks while a growth fund may screen out stocks that have not exhibited average 
annual growth rate and/or accelerating growth above a predetermined level. From this 
screening, a relatively small subset, for example, fifty stocks, down from, e.g., one 
thousand stocks is identified at functional block 218. Through the screening, this 
smaller subset may be automatically forced to have fundamental characteristics 
approximating the PWS. Fundamental characteristics may include a subset of, e.g., P/E 
ratio, market capitalization, beta price to book ratio, etc. By comparing the portfolio 
with a benchmark such as the S&P 500, and dollar weighting accordingly a 
determination can be made whether a particular area is underweighted or 
overweighted. At functional block 220, the subset is further reduced to identify a 
number of securities in which to establish new or expand existing positions consistent 
with the desired balance of the fund. Portfolio weighting may be factored into the 
determination of the reduced subset. At functional block 222, the database listing 
reflecting fund holdings and transactions are updated based on changes in positions at 
functional block 220. 

If there is no new money to invest at decision block 214, the process terminates 
until resumed by additional preferences or cash inflows are received. Notwithstanding 
any implications to the contrary, there is no necessity that a new preference be received 
for a position to be established (or expanded), rather, as new money to invest arrives, or 
sales from the existing portfolio generate cash to be reinvested (treated herein as new 
money to invest), the foregoing analysis may be ran on the existing aggregation of 
preferences as retained and dynamically changing within the database. In this manner, 
the mutual fund is established and each position contained within the mutual fund 
necessarily originated as a preference from at least one member of the community. 
Periodically, the portfolio may need to be rebalanced. By comparing the existing 
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portfolio with a target portfolio, the desirability of retaining current holding versus 
swapping out for some other security in the population is determined. 

Figure 3 shows operation of the server node responsive to a request for a 
holdings listing. At functional block 300, a request for a holdings listing is received at 
5 the server node. The server serves a current listing to client node at functional block 
302. A decision block 304, if a determination is made, holdings have changed since the 
last current listing. If they have changed, the server updates the record of the holding at 
functional block 306. In this manner, the next requesting user receives the, then, most 
current holdings listing. In some of the embodiments of the invention, such updates 
10 may occur in real time. In other embodiments, it may be updated at the end of each 
business day. In this manner, the server node leverages the ability of the WAN to 
^ft disseminate information rapidly to permit the essentially current dissemination of 

0 mutual funds holding information to investors. An analogous order of operation is 

3; 

It performed responsive to a request for current transactions. By permitting users 

§, 15 substantially direct access to both holdings and transactions of the fund, the user is 

o 

ill provided greater information on which to base investment decisions, 
j J Figure 4 is a schematic diagram of a transaction listing that might be served by 

the server node of one embodiment of the invention. In this embodiment, transaction 
information is available from inception to the current date. Moreover, it is envisioned 
20 that transaction data may be specified to be retrieved for a particular period of time 
such as one month, six months, or for user's specified date range. The listing provides 
date of transaction, company, ticker symbol, action taken, number of shares, and 
average price. In one embodiment, each column heading is a link reactivation of which 
causes the listing to be sorted by that column. For example, clicking on the "date" link 
25 would cause the listing to appear date ordered, as shown. However, clicking on the 
company link would result in, for example, an alphabetical listing rather than a date 
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ordered listing. Typically, the sorting would occur one server node and a new page 
reflecting the listing with the specified sort would be served to the client nodes. 

Figure 5 is a schematic diagram of a holdings listing in one embodiment of the 
invention. The holdings is similar to the transaction listing, only providing different 
information. Specifically, the holdings listing provides the current holdings of the fund. 
The holdings listing may be updated in realtime, or on an intermittent basis, such as 
after the market closes on each business day. In this embodiment, the information 
provides in the holdings listing includes the company, the ticker symbols, the number 
of shares held, the current price, the average purchase price for the position, the percent 
change, the average purchase price dollar change, and the percent of the portfolio 
represented by the position. Also similar to the transaction listing, the various column 
headings may be instantiated as links, the activation of which causes the server node to 
serve a page sorted on that column. 

Figure 6 is an example template used to join the community in one embodiment 
of the invention. Base on the on the information provided in such a template, a 
personal profile is established. 

Figure 7 is a page reflecting a personal profile established. From this personal 
profile page, a link exists activation of which permits the user to submit a pick. 
Responsive to the activation of that link, the server serves a template through which the 
user may submit its preferences. 

Figure 8 shows a template through which an analyst may submit a preference in 
one embodiment of the invention. The information extracted from this template once 
returned to the server node may be forwarded on to the investment analyzer to aid in 
the creation of a mutual fund, or other than a financial product. 

In the foregoing specification, the invention has been described with reference to 
specific embodiments thereof. It will, however, be evident that various modifications 
and changes can be made thereto without departing from the broader spirit and scope 
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of the invention as set forth in the appended claims. The specification and drawings 
are, accordingly, to be regarded in an illustrative rather than a restrictive sense. 
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